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The International Monetary Fund and the Foreign Trader 


In a speech to the National Foreign Trade Convention 
in New York on November 18, Mr. Frank A. Southard, 
Executive Director of the International Monetary Fund 
for the United States, stated that the Fund has four main 
tasks. “First, it administers the foreign exchange policy 
which is set forth in the Articles of Agreement. Second, 
it gives technical advice to members concerning economic 
and financial measures which should be adopted to 
achieve internal stability and external balance. Third, it 
must approve or disapprove changes in par values and 
official exchange rates, and consult regularly with mem- 
bers concerning the restrictions which they impose on 
international payments. Fourth, it makes short-term 
advances in foreign currencies to members, to meet tem- 
porary payments difficulties. These four tasks are very 
directly related to assisting the member countries to 
create the conditions which will meet the needs of the 
foreign trader. 

“The first task of the Fund concerns the foreign ex- 
change policy which the member countries have pledged 
themselves to carry out. This policy is simple and clear. 
It provides that each country will agree with the Fund 
on a par value and will maintain exchange rates for its 
currency within 1 per cent of that par value, on a fully 
convertible basis free from restrictions on current trans- 
actions. 

“In the early postwar period, most countries main- 
tained very severe and rigid restrictions on external pay- 
ments. Today, many members of the Fund have either 
no restrictions on current transactions or very mild re- 
strictions, and discrimination agains: dollar trade has 
been greatly reduced. These countries have effective par 
values, and their exchange rates are stable. Some other 
countries have fluctuating rates of exchange but have 
succeeded in limiting fluctuations, and have achieved 
complete or nearly complete convertibility. On the debit 
side of the ledger, however, it must be recorded that 
multiple rate systems are still common, and some of these 
systems are very complex; a number of countries, though 
avoiding multiple rates, have continued to maintain sub- 
stantial or even severe restrictions on payments in order 
to support official exchange rates. 

“What is the Fund’s attitude toward this mixed situa- 
tion in the field of foreign exchange? The Fund strongly 
favors realistic exchange rates. By that I mean exchange 
rates which provide a satisfactory link between the costs 
and prices of one country and those of the important 


trading countries with which it deals. If an exchange rate 
overvalues the currency of a country, the demand for im- 
ports increases and exports are likely to decline. Balance 
of payments deficits ensue, there is a drain on reserves, 
and progressively severe distortions occur in the alloca- 
tion of resources in the country. Sooner or later, the 
country must either depreciate its exchange rate or in- 
tensify restrictions on payments. If it follows the latter 
course, there will be no enduring solution, and the conse- 
quences of currency overvaluation will continue adversely 
to affect the economy. 

“Whatever individual economists may say, almost all 
countries want stable exchange rates and are fully satis- 
fied with the par value system, which prescribes that 
exchange rates will be kept close to the par value. Most 
foreign traders also prefer this system which, by reducing 
exchange risk to the minimum, enables them to concentrate 
on the business of dealing in goods, and not on speculating 
in exchange. Since the Fund strongly believes that ex- 
change rates should be realistic as well as stable, its con- 
stant effort is to encourage countries to follow the internal 
monetary, fiscal, and economic policies which will best 
assure the achievement of this important aim. 

“There are, nevertheless, circumstances which lead 
countries to put their exchange rates on a fluctuating 
basis. They may do so as a means of getting rid of un- 
realistic exchange rates which have been maintained by 
exchange restrictions of increasing severity, or as an 
alternative to a multiple rate system. It may be difficult 
to judge the level at which a new par value should be set, 
and many countries have concluded that temporary resort 
to a fluctuating rate is the most feasible solution. The 
Fund has frequently accepted fluctuating rates under 
these circumstances, and has agreed to the use of its 
resources to enable countries to carry out stabilizing 
operations in free exchange markets. Bolivia, Chile, Co- 
lombia, Paraguay, and Peru all have stand-by arrange- 
ments with the Fund which may be used in such support 
operations. Several other Fund members, such as Canada 
and Thailand, also have fluctuating exchange rates. 

“The issue of fixed versus fluctuating exchange rates is 
not a simple one, Postwar experience has again shown 
that it is not easy to operate a fluctuating exchange rate. 
Indeed, countries which have embarked on a regime of 
fluctuating rates are frequently reluctant to permit the 
actual movements in rates which market conditions de- 
mand. One reason for this is the fear that unwelcome 
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adjustments in domestic prices and wages will follow 
changes in exchange rates. This reluctance to allow rates 
to move persists even though the resulting currency over- 
valuation brings its own train of undesirable conse- 
quences. The practical problem of maintaining exchange 
rates which are both realistic and stable engages much of 
the thought and energies of, the Fund in its operations 
with its member countries. This problem is not auto- 
matically solved when a country shifts to a fluctuating 
rate. 


“The second major exchange rate problem which con- 
cerns the Fund and its members, and also the foreign 
trader, is the problem of «multiple rates. Sometimes, 
multiple export rates are a substitute for other forms of 
taxation of export industries, and multiple import rates 
are a substitute for sales taxes on luxuries or provide an 
alternative to import quotas or restrictive exchange per- 
mits. However, despite these advantages, most countries 
and most traders do not like multiple rate systems; gen- 
erally speaking, the Fund .does not like them either. 
There are a number of reasons for this. Multiple export 
rates raise questions of possible export subsidy. Multiple 
import rates discriminate between commodities and raise 
almost insoluble problems of how to allocate commodi- 
ties among the various rates. In some countries, com- 
modities are shifted from one rate to another with con- 
siderable frequency and with little or no warning; and 
it is always difficult to avoid discrimination, favoritism, 
or worse, 

“Moreover, multiple import rates serve as a kind of 
unplanned and perverse protective tariff which actually 
shelters less essential rather than more essential indus- 
tries. For example, if soap is classified as essential and 
lipstick as nonessential, then in a typical multiple rate 
system soap imports will be granted a favorable exchange 
rate and lipstick an unfavorable rate. The resulting 
higher price for lipstick in local currency will encourage 
local production of lipstick instead of soap. There may 
be other unexpected consequences. There is oné country 
where the War Ministry imported shoes for the army 
because, thanks to the artificially favorable exchange rate, 
they were cheaper than locally produced shoes and hence 
the Ministry’s appropriations would go further. 

“The Fund’s effort is to persuade countries to simplify 
multiple rate systems and finally to eliminate them. The 
progress is slow, but there has been some notable success. 
Within the last two years, Chile, Colombia, Bolivia, and 
Paraguay have, with the Fund’s encouragement and as- 
sistance, made striking progress in getting rid of multiple 
rates. Other examples in recent years include Austria, 
Peru, Indonesia, and Thailand. Most of these countries 
shifted toa fluctuating rate. 

“The Fund is opposed to exchange rates which over- 
value or undervalue currencies. But a country’s exchange 


rate is a delicate subject, and the Fund is prevented by 


its Articles of Agreement from formally proposing a 
change in par value to any member. What has to be done 
is to approach the problem from the side of the general 
health of the economy. If the country enjoys reasonable 
internal stability, and if the reserve position is reassur- 
ing and restrictions on payments are either nonexistent 
or mild, then the exchange rate probably is in pretty 
good shape. If these conditions do not exist, the Fund 
has a case to urge the country to take effective steps. to 
create them. 

“The Fund’s second task is to advise countries con 
cerning economic and financial measures which would 
comprise effective stabilization programs. In a group of 
countries as large as the Fund membership of 64 nations, 
there are always some which suffer from severe economic 
instability. Typically, these are countries where invest- 
ment has outstripped savings, where governments are 
spending far more than they receive in revenues or can 
borrow from noninflationary sources, and where credit 
expansion has been excessive. This adds up to severe 
inflation. On the external side, exchange rates become 
more and more unrealistic as currency overvaluation 
increases. Export industries suffer, and imports become 
abnormally cheap. Reserves decline, exchange restric- 
tions become severe, and commercial arrears are often 
allowed to pile up. If relief is sought solely through a 
flexible exchange rate, there will be progressive and 
possibly severe exchange depreciation. 


“These cases of persistent and extreme economic and 
financial instability are distressing and are certainly 
unwelcome to foreign traders everywhere. The Fund has 
welcomed opportunities to help the governments and cen- 
tral banks of these countries to devise the corrective 
measures which would achieve stabilization. These meas- 
ures are likely to include a firming up of credit policy; 
refurbishing of the monetary powers of the central bank; 
overhauling of fiscal affairs so as to reduce expenditures 
and improve revenues; re-examination of the operations 
of state agencies or state corporations so as to reduce or 
eliminate deficits which have been an added drain on the 
public finances; and so on. The massive wage increases 
which in many instances have been an important source 
of inflation should be avoided. The exchange system 
should be examined to see what ought to be done. The 
answer may be a new, more depreciated, fixed rate of 
exchange; or the rate may be allowed to fluctuate until a 
decision can be reached on a new fixed rate of exchange, 
Another possibility is a dual exchange market—one for 
most or all trade and the other for a small amount of 
trade and some invisible transactions. The rates in both 
markets may be allowed to move during a. transitional 
period. 

“Once a country has agreed on a program ito deal with 
the internal inflation and the external imbalance; the 
Fund may be prepared to give financial support, usually 
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in the form of a stand-by line of credit. Peru, in 1954, 
and Colombia, in 1957, are examples. Although inflation 
had not been severe in these countries, it had been a 
factor in the unbalanced state of affairs; and both coun- 
tries had resorted to multiple rates, with unsatisfactory 
results. Peru worked out a program which called for 
fiscal balance ‘and firm credit policies. In place of 
the multiple rate system, a certificate market was in- 
troduced’ for trade and a free exchange market for 
other transactions. A stabilization fund of $30 million 
was arranged, consisting of a stand-by arrangement 
with the Fund for $12.5 million, an exchange agree- 
ment with the U.S. Treasury for $12.5 million, and 


a line of credit with a New York bank for $5 million. — 


This program has been successful. Stabilization opera- 
tions in the exchange market have been carried on with- 
out any need to draw against the stabilization fund, the 
spread between the two exchange rates has been very 
small, and restrictions on payments have been avoided. 
But constant vigilance is needed, lest exchange stability 
be undermined by the inflationary effects of excessive 
public and private spending. The exchange agreements 
which the U.S. Treasury has. concluded with Peru and 
with several other Latin American countries are basically 
similar to the Fund stand-by arrangements, but they are 
intended to provide a third line of reserves. 


“The Colombian stabilization effort is more recent, and 
it is too early to evaluate its results. In general, it pro- 
vides for firm internal monetary and fiscal measures to 
stop inflation, and a dual exchange market in which 
ex e rates are to be allowed to fluctuate to establish 
an adequate equilibrium between supply and demand. 
The Fund entered into a stand-by arrangement of $25 
million, which may be drawn against to support the 
certificate market. 


“In Bolivia, Chile, and Paraguay, there were long 
periods of persistent and extreme inflation. In Chile, the 
cost of living increased six fold in a four-year period, 
and in Bolivia in the same length of time the increase 
was eleven fold. Stabilization programs were undertaken 
in 1956 and 1957 in these three countries. In each, the 
aim on the domestic side has been to bring the fiscal and 
credit situations under control so as to slow down and 
stop inflation. On the external side, the complicated and 
unsatisfactory multiple rate systems were nearly or com- 
pletely eliminated and replaced by fluctuating rates of 
exchange. In all three, the Fund and the U.S. Treasury 
entered into stand-by or exchange arrangements, and for 
Chile a group of U.S. banks also arranged lines of credit. 
These three countries have faced great difficulties in their 
efforts to restore stability where instability had ruled for 
many years, and the difficulties have been increased by 
declines in the prices of copper and other basic exports 
during the last year. It is too soon to forecast whether 
success will be achieved. However, courageous efforts 


are being made and already very real gains have been 
won. 

“The third task of the Fund is to approve or disap- 
prove changes in par values or official exchange rates and 
to consult regularly with members concerning the restric- 
tions which they impose on international payments. It 
was a bold and startling innovation for ‘sovereign states 
to accept the jurisdiction of an international institution 
in these important matters. The Fund has two chief pur- 
poses in carrying on this phase of its work. The first is 
to decide whether proposed changes in par values or 
official exchange rates are justified and whether restric- 
tions on payments may be regarded as permissible. The 
second is to analyze the basic internal and external eco- 
nomic conditions of member countries and to indicate 
lines of action which would make it possible to rely. less 
on restrictions or to eliminate them. E ot svitenrsl 

“It is not easy to summarize in a few paragraphs the 
progress which the Fund has made in carrying out these 
duties. Any official proposals to change par values or 
major official exchange rates are ordinarily made by the 
member countries to the Fund at the last possible minute, 
in order to avoid speculation, and action must be taken 
without any delay. For example, the partial devaluation 
of the French franc last August was acted on by the Fund 
over a weekend on 24 hours’ notice, and the change in 
Finland’s par value was approved at a Sunday session of 
the Executive Board. Changes in multiple rate systems 
generally can be examined with less haste. The Fund’s 
responsibility is to keep itself adequately informed con- 
cerning developments in the member countries, so as to 
be able to act promptly. 

“In the last ten years, the Fund has used every oppor- 
tunity to review the restrictions which member countries 
have maintained on payments, especially exchange and 
import permits. Wherever it has appeared that the level 
of restrictions was unduly high, and where discrimination 
against trade with dollar countries, for example, was 
greater than could be justified; the Fund has tried to make 
the member country understand that a reduction was in 
its own interest. In case after case, countries have re- 
duced both the general level of restrictions and the degree 
of discrimination. This is a slow process, but it is a 
sound one, and it has produced substantial results of 
very great benefit to foreign trade. 

“The fourth task of the Fund is to make short-term 
advances to member countries. This is the part of the 
Fund’s work which attracts the most interest, although 
the activities of the Fund already described will, over a 
period of years, be as important to the maintenance of 
sound currencies and to the expansion of world trade. 

“During the period of about 11 years in which the 
Fund has been in operation, total advances or drawings 
have amounted to the equivalent of $2.8 billion, and total 
repayments in gold and dollars have been $1.1 billion. 
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During the 12 months ended September 30, 1957, draw- 
ings amounted to almost $1.5 billion; and on that date, 
unused drawing rights under stand-by arrangements with 
nine countries amounted to $873 million. These are very 
large credits, and, especially in the past year, they have 
greatly eased foreign exchange stringency and hence have 
helped to maintain the level of foreign trade. The Fund 
has made advances in sterling, in Canadian dollars, in 
German marks, and in one or two other currencies. But 
under the conditions existing during the entire postwar 
period, the principal demand has been for U.S. dollars, 
and most of the Fund’s advances have been in that 
currency. 


“In contrast to the International Bank for Reconstruc- 
tion and Development, which makes intermediate- and 
long-term development loans, the Fund makes short-term 
advances to countries whose balance of payments diffi- 
culties are considered to be temporary. The Fund has 
defined ‘short-term’ as 3 to 5 years, and most of the 
Fund’s recent credits have been made on a 3-year basis. 
The quotas of members are divided into tranches or 
quarters, and the Fund’s willingness to make advances 
depends to a considerable extent on how much of its quota 
the member has used or is proposing to use. A member 
may expect to draw the first 25 per cent of its quota 
virtually on an automatic basis. This is the so-called 
gold tranche, that is, the part of the quota represented 
by the gold payment to the Fund. The Fund is liberal in 
permitting drawings against the next 25 per cent of 
quota, the so-called first credit tranche, requiring only 
that the country make reasonable efforts to deal with the 
difficulties that have caused the balance of payments 
deficit. For use of the Fund’s resources beyond the first 
two tranches of the quota, the Fund requires a substan- 
tial justification; that is, there must be convincing evi- 
dence that the country is coming decisively to grips with 
the causes of imbalance. In particular, as stated in the 
1957 Annual Report of the Fund, requests to use the 
Fund’s resources beyond the first credit tranche are 
‘likely to be favorably received where they are intended 
to support well-balanced and adequate programs which 
are aimed at establishing or maintaining the enduring 
stability of the currencies concerned at realistic rates of 
exchange, and may therefore reasonably be regarded as 
establishing the conditions for substantial progress toward 
convertibility.’ 


“Some countries want an assured line of credit rather 
than immediate cash, and to meet this need the Fund 
may enter into a stand-by arrangement provided the 
member can offer the justification required by the general 
policy outlined above. These stand-by arrangements en- 
title the country thereafter to draw up to a stated net 
amount within a period of six months to a year. The 
Fund has also renewed some of these stand-by arrange- 
ments for subsequent periods. In some instances—for 


example, Peru—no drawings have been made against the 
stand-by arrangements; but the existence of the firm line 
of credit acts as a second line of reserves which helps to 
maintain confidence in the exchange rate. In other cases, 
a portion of the stand-by has been used and subsequently 
repaid. For example, Mexico entered into a stand-by 
arrangement in 1954 following the devaluation of the 
peso, drew $22.5 million, and subsequently repaid that 
amount and did not request renewal of the arrangement. 


“Countries come to the Fund for drawings or for 
stand-by arrangements under varying circumstances. In 
the simplest cases, the export trade of the country may 
be seasonal, and sometimes the seasonal shortage of 
exchange may be aggravated by a bad crop or by an 
excessive demand for imports. In these instances, the 
typical arrangement with the Fund provides for repay- 
ment within six months—that is, during the subsequent 
strong season for export earnings. The Fund has had a 
number of these seasonal transactions, with countries 
such as Cuba, El Salvador, and Nicaragua. The foreign 
trader who is exporting to countries with marked seasonal 
fluctuations in export earnings is best served if a way 
can be found to prevent the delays in payments which 
these periods of exchange shortage may cause. Seasonal 
drawings or stand-by arrangements are a good way of 
dealing with the problem. 


“Countries may turn to the Fund for financial assistance 
at a time of exchange crisis. The most striking example 
is the credit of $1.3 billion granted to the United King- 
dom last December, part of it in cash and part in the 
form of a stand-by arrangement for $739 million. Ster- 
ling was under intense speculative pressure during the 
period of the Suez crisis, with resulting heavy losses in 
reserves. At the same time, the United Kingdom’s balance 
of payments on current account was favorable, and the 
financial authorities made known their determination to 
maintain the dollar value of sterling and to follow in- 
ternal policies which would support the sterling rate. The 
United Kingdom needed to supplement its gold and dol- 
lar reserves by a credit large enough to give assurance 
that the par value for sterling could and would be main- 
tained. The huge credit arranged for the United King- 
dom by the Fund, together with a line of credit nego- 
tiated with the Export-Import Bank, gave this assurance, 
and the pressure on sterling was halted, although in 
August and September of this year sterling was again 
subjected to pressure. Another example, already men- 
tioned in a different connection, is the stand-by arrange- 
ment with Mexico in 1954. At the time of the devaluation 
of the peso, the Mexican financial authorities considered 
that it was essential to show that the Bank of Mexico had 
a considerable amount of dollar resources to support the 
new exchange rate. A stand-by arrangement for $50 mil- 
lion with the Fund and an exchange agreement for $75 
million with the U.S. Treasury’ filled this need. Other 
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recent examples are the credits of $125 million to Japan 
and of $137 million to the Netherlands. Both of these 
countries were suffering severe losses of reserves and both 
were taking vigorous corrective measures. Credits from 
the Fund served to supplement reserves and to restore 
confidence that the par values would be maintained. 
“It is scarcely necessary to argue that the foreign 
trader is benefited by operations of this sort. They sup- 
plement reserves, thus enabling countries to maintain 
stable exchange rates, avoid intensifying import restric- 
tions, and continue prompt payments, while measures 
are being taken to deal with the causes of imbalance. 
“Another group of Fund operations is in connection 
with stabilization programs of the sort described earlier, 
notably in Bolivia, Chile, Colombia, Peru, and Paraguay. 
In all of these, Fund assistance was initially in the form 
of stand-by arrangements, designed to contribute to the 
exchange reserves available for support operations in 
the exchange market. These operations are for the pur- 
pose of smoothing out short-term fluctuations in the 
exchange rate and not to resist fundamental pressures on 
the rate, although sometimes this principle is easier to 
enunciate than to apply. The foreign trader has an evi- 
dent and lively interest in the successful outcome of these 
ventures. They aim at stable and realistic exchange rates, 
free of the burdensome and unsatisfactory structure of 
multiple rates or import permits which generally existed 
before the stabilization programs were undertaken. 
“Finally, there is another group of countries which 
seek Fund assistance. These are countries experiencing 
substantial balance of payments deficits, because of inade- 
quately controlled inflation or of the impact of large- 


IBRD Loan fo Private Steel Company in India 


The World Bank, jointly with nine U.S. and Canadian 
commercial banks, made a loan on November 20 of $32.5 
million to The Tata Iron and Steel Company Limited, a 
privately owned company which is the largest and oldest 
established steel producer in India. The loan is for a 
period of 134% years with interest, including the 1 per 
cent commission credited to the Bank’s Special Reserve, 
at 6 per cent. It will help to complete an expansion pro- 
gram aimed at doubling the company’s steel ingot pro- 
ducing capacity. 

The commercial banks’ participation—$15 million—is 
the largest yet taken in a World Bank loan. It was 
arranged by The First Boston Corporation, acting as 
agent for the Tata Company. The participants are The 
Bank of America N.T. & S.A., The Chase Manhattan 
Bank, The First National City Bank of New York, The 
Royal Bank of Canada, Chemical Corn Exchange Bank, 
Manufacturers Trust Company, The Northern Trust Com- 
pany, The Philadelphia National Bank, and The National 
Bank of Washington, D.C. The maturities taken up by 


scale economic development. Some use of the Fund’s 
resources may be permitted so as to allow time for cor- 
rective measures to show results; this depends on the 
Fund’s judgment concerning the likely success which the 
country will have in restoring equilibrium in its balance 
of payments. Argentina, Brazil, France, and India pro- 
vide examples of this sort of Fund operation. 

“Fund members have a splendid record of repayment. 
As of September 1956, about 65 per cent of total Fund 
drawings had been repaid in gold or dollars. In each of 
the six years 1950-55, members of the Fund paid back 
considerably more than was drawn. This means that the 
Fund’s resources have constituted a revolving fund which 
members may expect to use in time of short-term diff- 
culties; repayment will be made when these difficulties 
have been dealt with, and the fund may be used again 
at a later time. The large advances made during the last 
12 months have considerably reduced the Fund’s gold and 
dollar resources, but as of September 30, 1957 they 
amounted to $2.2 billion. The Fund is still in a position 
to give assistance in reasonable amounts provided the 
requirements of the Fund’s policies are met. 

“The Fund believes that as countries successfully put 
their houses in order by following sound economic and 
financial policies, they can get rid of exchange restric- 
tions and complete the reconstruction of the system of 
multilateral payments. Under this system, with the stable 
currencies and realistic exchange rates which are its essen- 
tial element, foreign trade will flourish. We in the Fund 
and you in the National Foreign Trade Council want the 
same thing: a healthy, profitable, and expanding foreign 
trade.” 


the commercial banks will be the first five semiannual 


payments, falling due from October 1960 to Octo- 
ber 1962. 


The expansion of steel production in India is being 
given high priority in the Second Five Year Plan. The 
aim is to bring domestic steel production abreast of 
demand by the end of March 1961. A large part of this 
expansion is to be achieved by programs undertaken with 
World Bank support by the two privately owned steel 
companies in India, The Tata Iron and Steel Company 
Limited and the Indian Iron and Steel Company. 


The Tata Company embarked upon a modernization 
and expansion program in 1951; early last year, when it 
had become clear that further additions to capacity would 
be required to meet India’s rapidly increasing demand 
for steel, a program was started to raise steel ingot 
capacity to 2 million tons annually, compared with 1.1 
million tons in 1950, and to raise the output of finished 
and semifinished steel to 1.5 million tons per year. The 
expansion programs call for total investment, in the five- 
year period ending March 1960, equivalent to approxi- 





174 


mately $250 million, more than half in foreign exchange. 
The Company is providing’ much of the total investment 
from its own resources, which include the proceeds of a 
recent stock issue in India of 134.5 million rupees ($28 
million). Borrowings, both in India and abroad, amount- 
ing to about half the required investment, are providing 
additional finance. In June 1956, the World Bank lent 
$75 million for the expansion program that. was started 
in that year; the new loan will enable the company to 
bring both this and the earlier program to completion. 
The loan to the Tata Company brings to $356 million 
the amount that the Bank has lent to private enterprises 
and government agencies in India. Earlier lending was 
for railway improvements, electric power, agricultural 
machinery, jet passenger aircraft, the iron and steel in- 
dustry, and the establishment of the Industrial Credit 
avid ThVestinetit Corporation of India. " 
Source: International Bank for Reconstruction and De- 
velopment, Press Release, Washington, D.C., 
November 20, 1957. 


Europe 


Increase in U.K. Trade Gap 


According to provisional figures of the Board of Trade, 
the excess of U.K. imports over exports and re-exports 
rose from £52 million in September to £70 million in 
October. In only one normal trading month in recent 
years has the trade gap been higher than this figure. 


Both exports and imports increased last month. But 
while exports rose by £25 million, to £271 million, im- 
ports increased by £45 million, to £352 million. October’s 
exports were 114 per cent below the monthly average for 
the first nine months of the year, and the month’s imports 
were 214 per cent above the monthly rate for the first 
three quarters. For the first ten months, both imports 
and exports were 54 ner cent higher by value than in 
the same period last year. 

Exports to Canada, at £15.7 million, were £2.5 million 
more in October than in September, but last month’s 
exports were below the monthly average rate for the year 
so far. Shipments to North America as a whole amounted 
to £35.4.million, which was £3 million more than in 
September. 


Source: The Times, London, England, November 13, 
1957. 


French Foreign Exchange Position 


The French Minister of Finance stated on November 14 
that French foreign exchange holdings had declined by 
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nearly $2 billion since the beginning of 1956. Central 
reserves of foreign exchange decreased by $1.3 billion, 
and some $600 million borrowed from international or- 
ganizations and foreign banks was spent. In early Novem- 
ber, French reserves, apart from the gold holdings of the 
Bank of France ($576 million), amounted to approxi- 
mately $60 million. Of this sum, $38 million was used 
on November 15 for the settlement of the October deficit 
in the European Payments Union (EPU). On Decem- 
ber 15, France will have to. settle its Noyember deficit in 
EPU, and on December 31 it will have to pay $54 million 
for the contractual amortization of foreign debt. The 
Minister of Finance declared that immediate measures 
were reqrired to assure that France would be able’ to 
meet its commitments in December and would not be 


forced next January to reduce imports of raw materials 
and fuels. Bee 


Recently, gold prices and black market exchange rates 
have risen sharply in France. The price of a gold bar 
was F 577,000 on November 15, against F 521,000 on 
August 23 (see this News Survey, Vol. X, p. 66). The 
unofficial quotation for the U.S. dollar increased from 
F 444 on August 23 to F 487 on November 15. 


Source: Le Monde, Paris, France, November 16, 1957. 


Netherlands Borrowing from West German Bank 


Under an agreement between the Netherlands Govern- 
ment and the Deutsche Bank A.G. of Frankfurt, one of 
West Germany’s leading commercial banks, the Bank will 
take up more than f. 200 million (approximately US$52 
million) of Netherlands Treasury bonds: f. 100 million 
will be placed at mid-November and the remainder one 
month later. These bonds, which the Bank will keep in 
its own portfolio, run for one year and carry an interest 
rate of 54 per cent. This rate not only exceeds the rate 
of 4% per cent at which 90-day Treasury bills’ have 
recently been sold in the Netherlands, but it also exceeds 
the official Netherlands discount rate of 5 per cent. Ger- 
man Treasury bonds running for a period of one year 
also carry a lower rate of interest, i.e., 44g per cent. 
The proceeds of the loan will be used to redeem short-term 
obligations of the Netherlands Government. According 
to the Neue Ziircher Zeitung, part of these obligations was 
incurred earlier vis-a-vis a foreign central bank, to help 
neutralize the effect of forward transactions on the Neth- 
erlands market. 


The Netherlands Government is reported to have pro- 
vided an exchange rate guarantee. This investment rep- 
resents the first one-year credit by a German credit 
institution to a foreign government since exchange con- 
trol began in 1931. The measure will be welcomed by 
West German central bank authorities, since it may help 
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to reduce the German surplus in the European Payments 

Union. 

Sources: De Maasbode, Rotterdam, Netherlands, Novem- 
ber 12, 1957; Neue Ziircher Zeitung, Ziirich, 
Switzerland, November 12, 1957; Frankfurter 
Allgemeine Zeitung, Frankfurt am Main, Ger- 
many, November 12, 1957; Handelsblatt, Diis- 
seldorf, Germany, November 13, 1957. 


West German Money Market Rates 


Rates applying to money market securities in the 
Federal Republic of Germany have been reduced four 
times since the discount rate was lowered on Septem- 
ber 19, The first two reductions were made on October 3 
and 18 (see this News Survey, Vol. X, p. 140), and the 
next two—also by 4% per cent each—were miade ‘on 
October 25 and November 9. Noninterest-bearing treas- 
ury bills of the Federal Republic, the federal railways, 
and the federal post office with maturities of 1, 144, and 2 
years are the only securities exempt from the recent 
reductions. The rate for 2-3 month treasury bills is 
now 3% per cent, and that for bills of up to 2 months 
is 3% per cent. 

Sources: Frankfurter Allgemeine Zeitung, October 25, 
1957, and Deutsche Bundesbank, Ausziige aus 
Presseartikeln, November 11, 1957, Frankfurt 
am Main, Germany. 


Middle East 


Sudan Cotton Prices 
The Gezira Board of the Sudan announced on Novem- 


ber 3 a revised list of reserve cotton prices, which are 
between 5 and 7 per cent lower than the prices fixed on 
August 22 (see this News Survey, Vol. X, p. 141). This 
is the third time since auctions began in mid-March that 
reserve prices have been reduced in order to ease the 
marketing situation and to attract the traditional cus- 
tomers of Sudan cotton, mainly in the United Kingdom. 
Export sales from the current bumper crop of 2.5 million 
kantars (1 kantar = 99.05 pounds) have been very low. 
Gezira Board sales of long-staple cotton have amounted 
to 64,000 bales since March. Stocks of classified cotton 
held on September 29 were 300,000 bales. 


Source: Le Commerce du Levant, Beirut, Lebanon, 
November 9, 1957. 


Israel's Purchases of U.S. Surplus Farm Products 


Israel has signed an agreement with the United States 
to obtain $35 million worth of U.S. surplus’ farm com- 
modities for:local currency. Grains will account for half 
of the commodities to be obtained under the agreement, 


and fats and oils for about one quarter; the remainder 

will consist largely of dairy products. 

Source: The Wall Street Journal, New’ York, N. Y., 
November 11, 1957. 


Far East 
Foreign Investment in India 


India’s Minister of Finance stated in Parliament on 
November 13 that new foreign capital invested in India 
in 1956 amounted to Rs 22.4 million (US$4.7 million). 
Of this total, Rs 13.4 million, was from the United King- 
dom, Rs 5 million was from British East Africa (i.e., 
repatriation of Indian capital), Rs 1.5 million was from 
West Germany, and Rs 1.3 million was from the United 
States. There was also a small inflow from. Switzerland 
and Belgium. 

Source: The Financial Times, London, England, Novem- 
ber 14, 1957. 


Ceylon Tea Policy 


The Ceylon Cabinet decided not to consider nationali- 
zation of foreign-owned tea gardens for the present, after 
the Minister of Agriculture withdrew. a proposal for such 
nationalization. The Minister of Finance had strongly 
opposed the measure on the ground that it tended to 
“scare away foreign investment.” There are about 260,000 
acres of foreign-owned tea gardens in Ceylon, and the 
proposal was that compensation should be paid at the 
rate of Rs 925 (US$194.25) per acre. 

Source: The Financial Times, London, England, Novem- 
ber 13, 1957. 


United States 


U.S. Business Conditions 


The Federal Reserve Board's seasonally adjusted index 
of industrial production in the United States declined in 
October to 142 (1947-49 = 100), from 144 in Septem- 
ber; the index for October 1956 was 146. Output of 
durable goods and minerals decreased further in Octo- 
ber, while production of nondurable goods remained the 
same as in September. Output of electricity was slightly 
less than in the preceding month, but higher than in Octo- 
ber of last year. 

Private housing starts were at a seasonally adjusted 
annual rate of 1 million units, compared with 990,000 
units in September and slightly over 1 million in October 
a year ago. For the last six months the number of 
housing starts has been virtually unchanged: at*about 1 
million. However, contract awards for new residential 
housing construction in September showed the largest 
gains so far this year over year-earlier figures, and they 
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can be expected to lead to an increase in the number 
of housing starts in the near future. 


Outlays for new construction are expected to total 
$49.6 billion in 1958—5 per cent above the record ex- 
penditure of $47.2 billion estimated for 1957, with 
nearly 90 per cent of the increase in 1958 construction 
expected to be in residential building (both public and 
private) and highway construction. Expenditures for 
almost all other major types of construction will probably 
rise moderately or remain at about the 1957 rate. The 
only major decreases expected are those for industrial 
plant and for military facilities. The supply of mortgage 
funds will continue to be a chief limiting factor in 
housing activity next year. Nevertheless, some easing of 
the mortgage market is foreseen as a result of the reduc- 
tion in plant and equipment expenditures, and it is 
estimated that about 1.1 million new nonfarm dwelling 
units will be started in 1958, compared with a little less 
than 1 million units in 1957. The value of new dwelling 
units is expected to increase from $12.1 billion in 1957 
to $12.8 billion next year. Almost all of the expected rise 
in public construction, to $14.9 billion, is expected to 
come from state and locally owned projects; 60 per cent 
of the increase will be due to the interstate highway 
program. 

Employment in nonfarm establishments declined some- 
what further in October, reflecting mainly reductions in 
manufacturing industries. Nonfarm employment was 
52.2 million (seasonally adjusted) in October, 300,000 
below the record attained in August but higher than in 
October last year. The seasonally adjusted rate of un- 
employment was 4.2 per cent of the labor force in 
October, compared with 3.5 per cent in October last year. 


Personal income in October declined from a seasonally 
adjusted annual rate of $346.6 billion in September to 
$345.6 billion in October, reflecting entirely a drop in 
nonagricultural income. Total agricultural income was 
unchanged from September but $1.1 billion lower than 
in October 1956. Realized net income of farm operators 
in the first three quarters of 1957 was 2 per cent higher 
than in the same period of 1956. Net farm income, 
including the value of inventory changes, also increased 
slightly. Both gross farm income, including government 
payments, and production expenses have risen. For the 
full year 1957, realized net income may total slightly more 
than the $12.1 billion for 1956 and be well above the 
$11.6 billion for 1955, the low point of the postwar 
period. Farm income next year is expected to be slightly 
more than in 1957, reflecting a larger volume of marketing 
at about the same over-all prices. Government payments 
to farmers may not be significantly different; little in- 
crease in payments under the soil bank program is 
expected. 

The general level of wholesale commodity prices was 
relatively stable from mid-October to mid-November. 
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Average prices of industrial commodities changed little, 

although some basic materials continued to decline. Con- 

sumer prices again rose slightly in September, with 
increases in food more than offset by continuing in- 
creases in some other goods and services. 

Total credit at city banks declined nearly $1 billion 
during the four weeks ended November 6, reflecting a 
reduction of about $800 million in business and security 
loans. Holdings of U.S. Government securities declined 
steadily, while holdings of other securities increased as 
banks purchased new Federal National Mortgage Asso- 
ciation notes in late October. Average member bank 
borrowings from the Federal Reserve Banks exceeded 
excess reserves by about $300 million in the four weeks 
ended November 13. Over the period, reserves supplied 
mainly through Federal Reserve purchases of U.S. Gov- 
ernment securities and reductions in required reserves 
were greater than reserves absorbed by a decline in float 
and currency outflows. 

Yields on U.S. Government securities generally turned 
down between mid-October and mid-November. The 
yield on three-month treasury bills fell from a peak 
of 3.67 per cent in mid-October to 3.14 per cent on 
November 18. On November 15, four Federal Reserve 
Banks, including the New York Bank, reduced their 
discount rates from 3.5 per cent to 3.0 per cent. The 
Federal Reserve Bank of Boston reduced its discount 
rate to 3.0 per cent on November 18, and this level is 
expected to be established throughout the system. (The 
3.5 per cent discount rate had been in effect since 
August. ) 

Sources: The Wall Street Journal, New York, N. Y., No- 
vember 15 and 19, 1957; Department of Com- 
merce, Construction Outlook for 1958, Novem- 
ber 15, 1957, and Business News Reports, Per- 
sonal Income, November 18, 1957, Board of 
Governors of the Federal Reserve System, Na- 
tional Summary of Business Conditions, Novem- 
ber 15, 1957, and Department of Agriculture, 
The Demand and Price Situation, November 
1957, Washington, D. C. 


International Financial News Survey, written by 
members of the staff of the Fund, is based on mate- 
rial published in newspapers, periodicals, official 
documents, and other publications as cited at the end 
of each note. Explanatory material may be added, 
but no Fund editorial comment or opinion. Therefore 
any views expressed are taken from the sources 
quoted and are not necessarily those of the Fund. 

The News Survey is published weekly, except in 
the Christmas and New Year weeks. It may be ob- 
tained free of charge by applying to 
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